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AUGUST 1978

the CPA

practitioner

An AICPA publication

for the local firm

Providing Business Advice to Clients: Expanding Your Capability
Recent surveys show that most local CPA firms
spend 15 percent or more of their time providing
clients with advice on business matters that do
not fall into the categories of audit, accounting
or tax services.
For many clients, this advice is most helpful
and needed and is a major reason for engaging a
particular CPA. And for small business clients in
particular, their CPAs are often the only people
to whom they can turn for such advice.
While the experienced CPA can often provide
the correct answer to a client’s questions on busi
ness matters without the need for some prelimi
nary study of the situation, or for some technical
research concerning the specific question raised,
there are many occasions where this cannot be
done.
It is the practitioner’s responsibility to be sure
his response will really help the client. Sometimes
the best answer will be no answer at all, or a
referral to someone who is better qualified to
provide an answer. But in some cases, the prac
titioner must try to help the client or the client
will simply not get the help needed.
CPAs are skilled at data gathering, research
and analysis. These skills will usually make it
possible to help the client, provided both the CPA
and the client realize that time must be invested
if the question is to be properly answered or the
problem correctly solved.
In some situations, an informal reply given
under client pressure for a quick answer could
cause trouble for both the CPA and the client.
A practitioner must, in such cases, persuade the
client that a fast answer may be the wrong answer.
When a practitioner does get the client to agree
that a special review or research is required, the
CPA is beginning a management advisory services
(MAS) study whether it is called that or not.
Often, practitioners who provide business ad
vice (MAS) are not aware that there is a consider
able amount of AICPA literature available that

will help them do a better, more effective and
less risky job of helping their clients.
Although these MAS publications are listed in
the AICPA publications catalog, many practi
tioners think of MAS as something that only the
larger firms provide. The fact is, however, that in
some smaller firms, billable time actually includes
a larger percentage of MAS (business advice)
work than at many of the larger firms.
Business advice questions can cover every facet
of the MAS body of knowledge documented in the
AICPA publication, Management Advisory Serv
ices by CPAs. This major research report is an
excellent primer for understanding the nature of
MAS and contains library references on virtually
every MAS concept. These references relate to
seven areas:
□ Executive planning, implementation and
control.
□ Finance and accounting.
□ EDP.
□ Operations.
□ Human resources.
□ Marketing.
□ Management science.
The book also covers other areas of general
business knowledge, such as the art of consulting.
That art, for example, includes communications
skills, which are very important in providing MAS
both as informal advice and as a structured en
gagement which may or may not include a formal
oral or written report.
Techniques for conducting structured MAS
engagements are covered in detail in the first two
volumes of the MAS guidelines series published
by the Institute, Guidelines for Administration of
the Management Advisory Services Practice and
Documentation Guides for Administration of
Management Advisory Services Engagements.
While many MAS studies conducted by local
firms will not take the form of structured engage
ments, the concepts should be familiar to every
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practitioner so that professional judgment can
be used in deciding how to adapt them to the
circumstances.
When a structured engagement is the proper
approach to solving a client’s problem, CPAs
should be ready, willing and able to do what is
necessary. In some cases it would be in the client’s
best interests for the CPA to bring in outside
expertise. Some sources of such expertise are
other CPA firms (perhaps through an association
of firms), colleges and universities, nonprofit re
search organizations and management consulting
firms.
CPAs who bring in outside experts to do sig
nificant work for clients should be familiar with
MAS Guideline No. 5, Guidelines for Cooperative
Management Advisory Services Engagements.
All practitioners who provide business advice
should also be familiar with the MAS practice
standards which are incorporated in an AICPA
publication called Statements on MAS. While
practice standards apply only to structured en
gagements, what starts out to be informal business
advice can easily become a structured MAS en
gagement.
Business advice is a key part of CPA practice
no matter how it is labeled. Recognizing it as MAS
and expanding your capabilities to respond to
your clients’ needs will provide an avenue for
controlled growth for your firm.

MAS publications referred to in the article are
obtainable from the AICPA’s order department.

Timesharing Conference

The members of the AICPA remote computing
services subcommittee have developed a 1½-day
program that will bring timesharing users up-todate on current developments in topics of par
ticular interest to practitioners in local firms,
such as
□ How to get the most out of your timesharing
system.

□
Timesharing in tax practice.
□
Estate planning.
□ Firm administration using timesharing,
word processing and minicomputers.
□
Investment analysis.
□ Using timesharing for general ledger and
other financial reporting systems.
The conference will be held at the St. Louis
Marriott Motor Hotel on September 11-12, 1978,
and the individual registration fee is $125. This
covers materials, luncheons, coffee breaks and a
reception on Monday evening but not hotel accom
modations and other meals.
Conference registrations will be acknowledged
by the AICPA and hotel reservations by the Mar
riott Motor Hotel.

If you have any questions please contact Alan
Frotman at the AICPA.

A Carryover Basis Worksheet

The 1976 Tax Reform Act made some changes
relative to the basis of assets received from an
estate of a person dying after December 31, 1976.
Previously, an asset received from an estate
had a basis for either gain or loss of the value of
that asset at the date of death. Now, the basis
will be the decedent's cost increased by a series
of adjustments intended to increase the cost basis
to the value at December 31, 1976 (if later sold at
a gain). It will be further increased by federal and
state estate taxes attributable to the difference
between the date of death value and the December
31, 1976 value (if later sold at a gain) or the dece
dent’s cost (if later sold at a loss), and one final
adjustment in certain smaller estates. In no event,
however, will the basis of an asset be greater than
the date of death value.
Sale by a beneficiary of a carryover basis asset
will realize a gain of the difference between the
sales price and the carryover basis for gain. It will
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realize a loss of the difference between the sales
price and the carryover basis for loss, and will
realize no gain or loss if sold at an amount between
the carryover basis for gain and the carryover
basis for loss.
The law requires that each asset’s basis for both
gain and loss be calculated and given to the bene
ficiary of an estate. It prescribes a penalty of $100
for each failure to furnish basis information to
the IRS and $50 for each failure to furnish basis
information to the beneficiary. The complexity of
this adjustment has resulted in our constructing
this carryover basis worksheet (see following
pages) to assist us in making the calculation.
The worksheet provides an easy method for us
to be of service to small town attorneys who
handle the bulk of the estate matters in rural
areas. It is, in fact, a natural lead-in to preparing
federal estate tax returns.
For those with computers, it is not too difficult
to have a program written which follows the arith
metic on this form. We have a System 32 and are
now in the process of writing a program which
we will make available not only to the attorneys

in our area but also to bank trust departments.
Information needed to make the carryover basis
calculation is as follows:
□ Total federal estate.
□ Federal estate tax paid.
□ Total state estate.
□ State inheritance or estate tax paid.
□ Individual asset information.
(1) Acquisition date.
(2) Cost.
*
(3) Depreciation to December 31,1976.
(4) Depreciation to date of death.
(5) Date of death value.
(6) Value at December 31, 1976 (if a listed
security).
Except for cash, a detailed carryover basis
worksheet must be prepared for each asset in the
estate (exhibits 2 and 3). Totals from the detail
worksheets are summarized in exhibit 1.
—by John M. Cummings, CPA
Kennebunk, Maine.

*Where the decedent’s cost basis is not known, estimated
fair market value at acquisition date is used.

Exhibit 1

Carryover Basis Worksheet

Estate of JOHN Q. PUBLIC
Taxable federal estate
Taxable state estate

Asset description

Date
acq

1 Cash

2 Apartment
house

Cost

Date of death 9-7-77

$65,000
$44,000

Depreciation to
12/76
DOD

12,000

12/11/74

12,000

1/ 1/67

250

DOD Basis after tax adj
value Gain
Loss
12,000

12,000

12,000

12,000

62,000 53,225

28,200

53,225

47,214

12,000

1,500

2,000

Carryover basis
Gain
Loss

3 Listed
company
100 shares

Total

24,250

1,500

2,000

1,000

870

512

870

786

75,000

66,095

40,712

66,095

60,000
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Exhibit 2

Carryover Basis Worksheet

Estate of John Q. Public

Asset Description Apartment House #2

Gain

Loss

A Decedent’s cost....................................................................................................
B Depreciation to date of death..........................................................................
C Decedent’s basis (A—B)...................................................................

12,000
( 2,000)
10,000

12,000
( 2,000)
10,000

Fresh start adjustment
D Value at 12-31-76 ..............................................................................
49,000
A Decedent’s cost................................................................................ (12,000)
E Depreciation to 12-76 ......................................................................
1,500
F Fresh start adjustment (D—A+E) (cannot be less than zero)................
G Basis after fresh start adjustment (C+F)...........................................

38,500
48,500

10,000

62,000
13,500

62,000
52,000

4,050

15,600

675
4,725
53,225

2,600
18,200
28,200

Estate and inheritance tax adjustment
H Value at date of death........................................................................................
I Unrealized appreciation (H—G)........................................................
J Percent estate tax paid to total taxable property3
30%
K Estate tax adjustment (JxI)..............................................................
L Percent inheritance tax paid to total taxable property3
5°/o
M Inheritance tax adjustment (LxI)......................................................
N Total tax adjustment (K+M).............................................................
O Basis after tax paid adjustment* (G+N)............................................
$60M adjustment (if total of adj basis of dll assets is under $60M)
H Value at date of death......................................................................................
P Unrealized gain (H—O) ...................................................................
Q Multiplication factor
$60M less adj, basis all assets
unrealized gain, all assets
R $60M adjustment multiplication factor x unrealized gain (QxP) ........
S Carryover basis to beneficiary* (O+R) ......................................................

*Cannot exceed date of death value
Adjusted basis, all assets is over $60,000

260,000-40,712
75,00040,712

62,000
33,800

NA%1

53,225

56.25%2
19,013
47,213

3Total assets less assets set
aside for marital deduction
or charitable bequest.

12-31-76 value calculation under mandatory method

H Date of death value................................................................................................................
A Decedent's cost........................................................................................................................
T Appreciation (H—A)........................................................................................
U Days owned prior to 12-31-76 ............................................................
750
V Days owned to date of death............................................................
1,000
W Percent of time owned prior to 12-31-76 to total
time owned (U÷V) ...............................................................................

62,000
(12,000)
50,000

75.00%

X Appreciation times percent (WxT)....................................................................................
A Decedent’s cost ......................................................................................................................
B Depreciation to date of death.............................................................................................
E
to 12-31-76 ............................................................................................................................

37,500
12,000
( 2,000)
1,500

D Value under mandatory method at 12-31-76 (X+-A—B+E)................................

49,000
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Exhibit 3

Carryover Basis Worksheet

Estate of John Q. Public

Asset Description Listed Company #3

A Decedent’s cost....................................................................................................
B Depreciation to date of death..........................................................................

Gain

Loss

250

250

(

)

C Decedent's basis (A—B) ...................................................................

250

(

)
250

Fresh start adjustment

800

D Value at 12-31-76 ..............................................................................

A Decedent’s cost................................................................................

(

250)

E Depreciation to 12-76..........................................................................

F Fresh start adjustment (D—A+E) (cannot
be less than zero) .................................................................................
G Basis after fresh start adjustment (C+F)..........................................

550
800

250

H Value at date of death........................................................................................

1,000

1,000

I Unrealized appreciation (H—G)........................................................

200

750

60

225

M Inheritance tax adjustment (LxI)......................................................

10

37

N Total tax adjustment (K+M)............................................................

70

262

O Basis after tax paid adjustment* (G+N)......................................................

870

512

Estate and inheritance tax adjustment

J Percent estate tax paid to total
taxable property3

30%

K Estate tax adjustment (JxI)..............................................................
L Percent inheritance tax paid to
total taxable property3

5%

$60M adjustment (if total of adj basis of all assets is under $60M)

H Value at date of death......................................................................................

1,000

P Unrealized gain (H—O) ...................................................................

448

Q Multiplication factor
$60M less adj, basis all assets
unrealized gain, all assets
R $60M adjustment
multiplication factor x unrealized gain (RxP).................................

S Carry-over basis to beneficiary* (O+R)............................................

*Cannot exceed date of death value
1 Adjusted basis, all assets is over $60,000

260,000-40,712
75,000-40,712

NA%1

56.25%2

274

870

786

3Total assets less assets set
aside for marital deduction
or charitable bequest.

12-31-76 value of marketable security

Closing price at 12-31-76..........................................................................................................

8.00

Number of shares (or $100 of Bonds).................................................................................

100

D Value of marketable security at 12-31-76 ..............................................................................

800.00
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Personnel Evaluation
Without the right people, an accounting firm can
not produce a quality product. And to develop
these people, there must be an evaluation process
from the administrative level up to and including
the partners of the firm.
If people are to develop into future leaders of
a firm, they must understand what they are doing,
the reasons for it and what the rewards are for
doing it well. Evaluation is a counseling process
and one of the ways a firm can motivate its people
to perform to the utmost of their abilities.
It is therefore important that the people doing
the evaluating should understand the guidelines
to be used and, also, that the evaluation process
be conducted with complete honesty and frank
ness.
An evaluation should produce well-defined re
sults such as
□ Improving employees' understanding of
their jobs and measuring how well they have
met the firm’s standards.
□ Encouraging employees to assume greater
responsibilities.
□ Providing a basis for periodic salary adjust
ments.
□ Aiding management in assigning, training
and promoting personnel.
Evaluation is a training process for both parties
involved. The evaluator gains teaching experience
and learns how to deal with different situations
and personalities, while those being evaluated
profit by having mistakes brought to their atten
tion or being complimented on work well done.
The use of staff members to give training
courses on accounting topics (within their capa
bilities) will enable them to be evaluated by their
peers and/or superiors as well as by the evaluator.
Here are some evaluation methods:
□ Self-evaluation. This is the most effective
method and is used by many CPA firms. The
person being evaluated should prepare a
self-evaluation form to be reviewed and
commented on by the evaluator. The review
can be done in private and then discussed
with the person being evaluated.
□ Peer evaluation. Because it requires maturity
to make worthwhile evaluation of contem
poraries, peer evaluation is best used at the
partner level and is not recommended below
the level of manager.
□ Supervisor evaluation. Most evaluations of
staff personnel should be done by their im
mediate supervisors as soon as possible after
the completion of an engagement. This is
usually best because the supervisor will have

firsthand knowledge of the work performed
by the person being evaluated.
□ Upstream evaluation. Under this procedure,
the staff people rate their immediate super
visors. While the idea is to give staff a feeling
of participating in management and to check
on the performance of people at high levels,
it is a difficult method to use at lower staff
levels. In general, it requires anonymity if
the appraisals are to be honest because of
the staff person’s fear of the consequences of
any criticism.
The evaluation procedure may be informal
when there is no preparation for a discussion be
tween the staff person and the supervisor or part
ner on a particular problem. This type of evalua
tion does not need to be on a fixed time schedule
and can be used as a supplement to the formal
evaluation.
The formal evaluation can be structured in two
ways:
□ Self-evaluation by the person being evalu
ated, followed by a discussion between both
parties and a review and evaluation of the
comments by the evaluator.
□ By the evaluator giving his comments only.
But this must be done in conjunction with
some discussion to be beneficial.
No matter what method of evaluation is used,
it is important that some follow-up action ensues,
otherwise the value of it is lost.

Staff evaluation
Many firms have found the use of an evaluation
form to be very effective in evaluating staff. The
format can be as
□ A questionnaire with the evaluator rating
the staff person in specific categories, e.g.,
outstanding, good, etc. This requires sub
jective judgment on the part of the evaluator
and that comments be written down. This
format may evoke an antagonistic attitude
from the person being evaluated and will not
provide much incentive for improvement if
the problems are not gone into in depth.
□ Goal setting and appraisal by objectives.
This has proved effective in developing staff
to a high level of maturity and loyalty to the
firm. Though it requires more work than a
questionnaire type of evaluation and an ex
tensive evaluation discussion, it is highly
recommended.
If the staff members are to live by the rules,
they must know the rules. Therefore, the evalua
tion procedure should be set down formally in a
personnel manual. A manual should be given to
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new staff people on their first day in the office so
that the evaluation procedure can be discussed
at an orientation meeting. The manuals should be
updated as procedures change.
Guidelines should be set up on how programs
will be structured. Personnel should be evaluated
not only on their performances as auditors or
accountants but also in other areas. Staff members
should be taken to practice development meetings
and to lunch with clients to see how they partici
pate in discussions. This is good for morale as well
as good professional development training. (See
the article “Professional Development Programs”
in the July issue of the Practitioner.)

Unless he is their immediate supervisor, the
evaluator should discuss the individuals to be
evaluated with the partners and/or members of
the management team in order to get background
information. He should then formulate the points
he wants to make before the interview, schedule
at least a half hour to an hour for it and keep
notetaking to an absolute minimum.
Evaluations should be conducted at least twice
a year and, better yet, on a continual basis. The
subject is then fresh in everyone’s mind and pro
longed bad feelings are avoided if the criticism
is unjustified. Also, it is only good management
for partners and supervisors to be aware of prob
lems before they get out of hand.

It is recommended that the evaluation process
be broken up into two sessions to cover perform
ance and compensation. A discussion of salary
during the performance evaluation will very likely
negate the success of that session.

Salary evaluations should stress the rewards
to be given staff by way of salary increases. To
be meaningful, salary increases should be based
on merit, not longevity. Different performances
should be rewarded appropriately and the staff
should realize why.
If the evaluation program is to be a success,
there must be continual feedback to the people
being evaluated of their successes and progress.
Recognition of their passing the CPA examination
is important because this is a major milestone for
staff members and should not be treated lightly.
Conversely, the staff must be able to understand
constructive criticism and to agree with it.

Very often, the person put in charge of con
ducting evaluation interviews is the person who
has the most time available and may not neces
sarily be the best individual to deal with people.

A good evaluator must give an honest evaluation
and not try to be a nice guy in the meeting. The
evaluator must be able to judge people’s reactions

and make sure that they are really hearing what
he is saying and not what they think he is saying.
A person who is successful in the area of client
relations may not be the best person to conduct
evaluation interviews, either. Clients are dealt
with on a peer relationship rather than the su
perior-subordinate relationship needed in evalua
tion interviews and the proper empathy may be
lacking.
The selection of the right person for this job
can be one of the most important aspects of the
whole evaluation process and all members of a
firm’s management team should concur in the
choice. Then, the evaluator should be continually
evaluated to make sure that the job is being done
properly.
Outside training programs (such as those spon
sored by state societies and the AICPA) should be
attended by the evaluators, where possible, so that
professional standards can be applied.

While staff members' bad points should be
brought to their attention in no uncertain manner,
it should be done with sensitivity. Criticism should
be constructive so that people can see where they
have failed and what they must do to correct the
situation.
A person being evaluated should not leave the
interview with a defeatist attitude. The interview
must end on a positive note with an upgrading
and a commitment to better performance in the
future.

Evaluation should be an ongoing process and,
if it is to be effective, remedial action should be
taken within a short period of time. And, staff
people must be given, and be willing to accept,
responsibility and authority if they are to grow
in their jobs and be evaluated on their perform
ances.
Future partners begin their training on the day
they start as staff accountants. The sooner they
understand this the better they will be able to
perform.
—adapted from a speech,
“People Are Our Product,”
by Martin M. Prague, CPA, Orlando.
Practitioners might like to refer to the MAP Hand
book, chapter 307, for ideas and suggestions con
cerning staff performance evaluation by objectives.
And for those practitioners who prefer evalua
tion by questionnaire, this chapter contains sev
eral questionnaires for use at the staff level and
for evaluating manager’s, supervisors and various
specialized groups such as audit, tax and man
agement.
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standard list of subject headings may be
desirable when the firm employs 20 or more
people.
If its library is to be of practical use to a firm,
(3) The Library of Congress classification
information retrieval must be made as easy as
schedule. This has numerous advantages for
possible. Here are some suggestions for achieving
firms that need uniform catalog cards and
that.
more detailed subject headings.
□ At least three catalog cards should be pre
□ One person should be appointed coordinator
pared for each book. One card should be
to approve all purchases for the library, and
filed under the author’s name, another filed
an administrative staff member can assist in
by subject and the third by the book’s title.
classifying and purchasing functions.
The library shelf location of the book should
□ The library should be located in a central,
be
indicated on each card.
readily accessible location and, preferably,
□
A
memo
describing newly acquired publi
in a separate room.
cations should be circulated by the librarian.
□ Pamphlets as well as books must be stored,
□ When a new publication is received, the
and if there are not too many of them they
firm’s name and address should be stamped
can be kept in labeled pamphlet boxes.
on the blank page facing the front cover and
□ At a bare minimum, a small firm will need
a pocket for a charge-out card affixed to the
at least 108 feet of shelving, and medium and
inside rear cover. The staff should be re
large firms will require 216 feet and 324 feet
quired to sign the cards and place them in
respectively.
a box when removing material from the
□ You will have to choose a method of classi
library. Staff must return publications either
fying and filing the publications. Three
to their proper places or to the librarian.
methods are suggested:
A library can function properly only if it is well(1)
A simplified index for small libraries.maintained and organized and all staff members
(2)
Classification by subject category. Afollow the established procedures.

How to Organize and Operate
a Firm Library
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